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What's Ahead in 1948 


Some Canadian industries are still in the fortunate position which has 
existed since the beginning of the war of being able to look forward to 
an uhlimited market for all of their production. Their chief problems 
are centred around raw material and labour supply. But more and more 
companies are joining the ranks of those who have a sales problem. For 
them, the question of what business conditions are going to be like in the 
coming months is a most important one. 

There are a number of straws in the wind which, after careful 
analysis, should prove useful in making a forecast of business conditions. 
Looking a long way into the past, we might ask ourselves whether a study 
of the pattern of conditions after the first Great War would have any 
value as an indicator of what may happen in the future. Although histori- 
cal events were parallel in many respects in the two periods, many of the 
underlying economic conditions have been so different during and after 
the second World War to what they were during and after the previous 
war, that the comparison probably would be of little use. Price controls 
during and after the second war slowed up the rise of prices as compared 
with their relatively unhampered upward sweep during and after the first 
war. Industrial expansion and the industrial war effort was much greater 
during the second war. Post-war world political and economic conditions 
are very different to what they were following, the first war. These and 
other differences make a statistical analysis of what happened during the 
comparable period after the first war of little use in a study of present 
conditions. It is true that a study of that period may develop certain 
economic principles which would be of value, but a general comparison of 
economic data would not be too useful. 

Probably the best way to attack this problem would be to study the 
recent trend of a number of economic indicators and estimate their future 
movements in the light of current events and conditions. The index of 
industrial production is at its post-war peak in Canada and the United 
States, and is not far below the peak war years of 1943 and 1944. The 
index for February, 1948, in Canada is 181.5, based on 1935-39100 
Boom year 1929 reached only 108.8, and this level was not reached again 
until 1937. Last pre-war year 1939 reached 109.3. The trend since late 
1946 and through 1947 showed a gradual rise to its present point of high 
activity. These figures indicate that Canada industrially is soundly boom- 
ing. Railway freight loadings, another good indicator, also show gradual 
increases through the recent months, after seasonal fluctuations have been 
removed. Total labour income has advanced steadily up to the present, 
which means that although our labour costs have been rising, the ultimate 


consumer has had more to spend. 
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EDITORIAL 


The cost-of-living index has reached a new high of 151.6 (based on 
1935-39) in April. The wholesale price index in March was just off the 
peak at 146.9 (based on 1926). Both of these indexes have been climbing 
rapidly in recent months. It can, therefore, be seen that the trend of both 
production and prices has been up throughout 1947 and early 1948. What 
indications are there as to whether this process will continue through 1948? 

One of the most important factors affecting economic conditions is 
the recent approval by the United States Congress of the European Re- 
covery Program. As far as Canada is concerned this will have a dual 
effect. Immediately, the spending of ERP funds on Canadian products 
will provide stimulus to production. Ultimately, the economic recovery 
of our European customers should increase our export business with them. 
This effect should be increased by the formation of the Western Union in 
Europe, and the recent Communist defeat in the Italian elections. The 
rearmament program in the United States and Canada will also provide 
a continuing stimulus to production. The recent stiffening of the attitude 
of the Western powers toward Russia has cleared the air of some of the 
uncertainty which has plagued our political and economic life. All of 
these are world and local influences which should have a stimulating effect 
on production, and should bring about the continuance of the upward trend 
in economic activity. 

In the realm of prices, there are many indications that the upward 
trend will continue. A number of wage negotiations have already been 
settled this year on the basis of substantial increases. Others are pending, 
and it can be assumed that they are likely to follow the pattern. Many of 
these wage increases will ultimately find their way into prices in the months 
to come. Wage and other cost increases in the United States will boost 
the cost of our imports from there. These and other factors will, there- 
fore, probably cause the upward trend of prices to continue. 

In brief, our economic forecast for the balance of 1948 might well 


read: Business—good; Prices—up. 


The Accountant as an Economist 


The above analysis has dealt with general economic conditions 
in Canada. Of equal interest to management is an analysis of conditions 
in their own industry. Some of the larger Canadian companies have staff 
men doing this job, but in many companies the job of analysing economic 
conditions and making forecasts is frequently not done, and in other cases 
it is a matter of “rule of thumb” estimating. Statistical and other kinds 
of information are readily available in government, trade and financial 
publications as a basis for a more scientific approach. The accountant, 
with his training in handling and studying statistical information, might be 
the man for the job. It’s worth thinking about. 
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New Members 


Calgary Chapter 
R. E. Montalbetti, Alberta Pacific Grain Co. 


Edmonton Chapter 


E. K. Barry, 10022 - 102nd St., Edmonton. 
G. J. Robertson, 10013 - 101A Avenue, Edmonton. 
J. R. Kenny, 10127 - 103rd St., Edmonton. 


Fort William-Port Arthur 
W. H. McKinley, Brompton Pulp & Paper Co. Ltd., Nipigon, Ont. 


Hamilton Chapter 
J. E. Matthews, Frost Steel & Wire Co. Ltd. 


Kitchener Chapter 
H. V. Beuttenmiller, 222 Erie St., Stratford. 


New Westminster Chapter 
Miss S. J. Lownds, Lownds School of Commerce Ltd. 


Peterborough Chapter 
J. J. Marrs, Canadian Raybestos Co. Ltd. 
R. G. Aman, E. Humpage, Chartered Accountant. 
K. M. Drain, DeLaval Co. Ltd. 
E. Humpage, Chartered Accountant. 


Toronto Chapter 


Douglas Cheyne, John Inglis Co. Ltd. 
John A. Masson, Canadian Acme Screw & Gear Co. Ltd. 
Arthur Scriven, Champion Paper Mills Ltd. 


Vancouver Chapter 


B. F. Wood, Department of National Revenue. 
R. M. Templeman, Department of Finance. 

C. A. Purdon, Department of Labour. 

G. F. Prentice, Shaughnessy Hospital. 

J. M. Moynes, University of British Columbia. 


Non-Resident B.C. Society - 


P. G. Wiseman, Consolidated Mining & Smelting Co. Ltd., Kim- 
berley, B.C. 

W. G. Lapp, Pacific Lime Co. Ltd., Blubber Bay, B.C. 

H. G. Baydala, The Canadian Fishing Co. Ltd., Butedale, B.C. 
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DIT 
faye 


THE MACHINELESS PAYROLL METHOD 


With Ditto Payset, the modern payroll 
method, you can obtain all necessary payroll 
forms and records with a single writing— 
no machine required. Duplicate postings 
are entirely eliminated, accuracy is 

assured and records are current at all times. 
On a payroll of 51 employees, 45,000 
postings are eliminated annually. 

Don’t fail to investigate the time and 
money-saving advantages of 
Ditto Payset. 


FREE SAMPLE FORMS 


Stop in, phone or write today 





for free sample forms. 


DITTO of CANADA, Limited 
General Offices and Factory 


310 SPADINA AVE., TORONTO 





1 
Ditto of Canada, Limited, 
310 Spadina Ave., 
Toronto, Ontario. 


i 
1 

l 

| 

1 

1 

( ) Send me literature and sample forms on Ditto 
Payset. 

( ) I'd like a demonstration of Ditto Payset without 
! cost or obligation. 
1 

1 

1 

1 

1 

1 

1 

1 

1 

1 
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Chapter Notes 
BAY OF QUINTE CHAPTER 


The regular monthly dinner meeting of the Bay of Quinte Chapter 
of the Society of Industrial and Cost Accountants of Ontario was held in 
the private dining hall of the Bar B-Q Tavern Restaurant, on Monday, 
April 12th, 1948, at 6.30 p.m. 

Special welcome was extended by our Chairman, Harold Kellar, on 
behalf of the Chapter to guests from Northern Electric Co. Ltd., Electronic 
Division, namely, Fred Biggs, Bill Kirham, Jerry Kane, Jack Bennett, 
Morris Murphy, T. T. “Boots” Boutillier and Charles Phillips. We sin- 
cerely hope this visit will inspire them to come out to our future meetings, 
and at the same time extend to them and others interested in Industrial 
and Cost Accounting a cordial invitation to join our Chapter. 

Also attending our meeting were representatives from the Belleville 
and District Superintendents’ Association, whose interest and fellowship 
we are always pleased to welcome. 

To capture the attention of the members and guests our program 
chairman, Art Lockley, obtained as speaker of the evening Mr. A. J. 
Blanchard, of Stevenson and Kellogg Limited, Management Engineers. 
Mr. Blanchards subject, “Job Evaluation,” clarified a science which has 
proved a necessity in these times of labour unrest. In analyzing the com- 
ponent parts of job evaluation, Mr. Blanchard emphasized the following 


points: 
1. Education required for the job. 
2. Experience or time required to do the job effectively. 
3. Skill. 
4. Responsibility with regard to protection and cost of error. 
5. Effort both physical and mental. 
6. Job conditions such as personal hazards and disagreeableness of 


work. 
At the close of his talk and the discussion period that followed, Les 
Lennox ably thanked the speaker on behalf of the Chapter. 


CALGARY CHAPTER 


The Calgary Chapter held their Annual Meeting at the Club Cafe on 
Wednesday, April 14th. 

Chairman Mr. Harry Saxton opened the meeting by reviewing the 
activities of the various Committees during the past year, as contained in 
his Annual Report, to the members. 

Directors elected for the coming year were: L. W. Bessell, F. Fallwell, 
H. C. Cooper, F. S. Holmes, H. Miller, C. Raeper, H. N. Buchan, H. G. 
Saxton. 

Mr. C. Raeper was appointed Chairman, and Mr. Frank Fallwell, 
Vice-Chairman; Mr. Les Bessell, Secretary, and Mr. Humphrey Cooper, 


Treasurer. 
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Following the appointment of officers a lengthy discussion took place 
among the members pertaining to the Dominion Annual Convention to be 
held in Alberta in the Summer of 1949. 

On Friday, April 23rd, the members and their ladies had a very 
enjoyable evening at a Banquet held at the Renfrew Club in Calgary. 
Mr. Harry Saxton was Toastmaster, and Mr. Frank Fallwell, Master of 
Ceremonies. Mr. Fallwell arranged a very good programme, which in- 
cluded a Sound Film depicting the Ranching Industry of Alberta since the 
early days. Following this, there was dancing, to the music of Jack 
Friedenberg and his Orchestra. 

An interesting meeting was arranged for March 10th when Mr. N. 
Emms Read gave our members a psychological study entitled “The Curse 
of Habit.” The speaker emphasized the importance of asking ourselves 
why we do certain things and the need to be on guard against a closed 
mind in tackling various day to day problems. 

Another panel discussion was held on March 24th, with L. W. Bessell, 
A. P. Bowsher, T. R. Humphries and T. A.’ Montgomery speaking on 
“Inventory Pricing and Valuation.” Various methods were advocated by 
the different speakers which provided an informative and _ interesting 
analysis of the whole field of Inventory Valuation. 

Many members took part in the general discussion which followed, 
and the speakers were congratulated on their able handling of the subject. 


EASTERN TOWNSHIP 
’Twas on the eve of Holy Friday in Ye Olde New Sherbrooke House 


Inn, that the smallest gathering in our history enjoyed the best meeting 
since our Chapter’s organization. Jack of Grundy, in introducing Donald 
of Patton, apologized for those who had taken advantage of the Easter 
holiday season and referred to those present as the “cream of the crop.” 

Before getting into his discussion on Standard’ and Actual Costs, the 
Chairman of the Provincial Council announced the fact that the change 
of name from Cost and Management Institute to Society of Industrial and 
Cost Accountants of Quebec had been passed by the Provincial Legislature. 
In dealing with his subject of the evening, he explained the nature of 
Actual Costs, Standard Costs, Variances and Responsibilities or Analyses, 
pointing out the effect of Standard Costs on Inventories (Raw Stock, In 
Process, and Finished Goods), describing the methods of carrying the 
factory accounts in the ledger at actual and/or standard, and listing the 
types of variances taught by the Society: Material (i) Price (ii) Quantity; 
Labour (i) Price—Wage Rate (ii) Quantity—Labour Hours; Overhead 
(i) Expenditure (ii) Capacity (iii) Efficiency. 


FORT WILLIAM-PORT ARTHUR CHAPTER 


At our April 8th meeting, a very interesting half-hour’s discussion 
took place on the advantage and disadvantages of the voucher payment 
system as opposed to accounts payable ledger. Many joined in the dis- 
cussion. The question was not definitely decided and was left over till 
next meeting for further discussion, as time was limited. 
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W. A. Blennerhassett and H. F. Faulkner, of the Income Tax office, 


were introduced and welcomed by the chairman to this, our annual “Income 
Tax Meeting.”” Mr. Blennerhassett, who is District Director of Income 
Tax, reviewed recent changes in the Act. The most important change is 
that regarding tentative returns, which are almost totally prohibited for 
businesses and only a little exception made for individuals. The remainder 
of the evening was devoted to points of income tax law and regulations 
which were brought up by members and capably answered by the income 
tax officials. The questions raised covered almost everything from allow- 
ances for nurses’ uniforms, through allowances for cars used in business 
to common-law wives and children thereby. (The latter was really good.) 


KENT COUNTY CHAPTER — APRIL MEETING 


A dinner meeting was held on Thursday, April 15th, at Chatham 
Hotel, at which 27 members and guests of Kent County Cost Accountants 
met to hear Mr. R. F. King, well known public speaker of the firm of 
Muntz Beatty, Insurance Brokers, Toronto, speak on the little known topic, 
“Business Interruption Insurance.” After the general topic of his address, 
Mr. King and his associate, Mr. Wright, of the same firm, answered many 
questions regarding insurance made by those present. The meeting ad- 
journed at 9.15 p.m. 


KITCHENER CHAPTER 


Neither the present Income Tax Act nor the new bill before the 
Dominion Parliament explain what is actually meant by “Depreciation, 
D. G. Seebach, R.I.A., Comptroller of the B. F. Goodrich Rubber Co., of 
Kitchener, told Kitchener Chapter, Ontario Society of Industrial and Cost 
Accountants at the Albion Hotel, Galt, March 17th. 

In an address entitled, ‘The Cradle to the Grave,’ Mr. Seebach de 
clared the American Income Tax legislation fully explains ‘Depreciation’ 
and taxpayers know exactly what is meant. He compared the ‘‘straight- 
line’ system of depreciation commonly used in business to the “remaining 
useful life method or expectancy of life’ plan used in the Goodrich organiz- 
ation. The latter fluctuates over a longer period than the straight-line 
and according to Mr. Seebach, income tax officials have commended the 
system. He traced the history of a new capital asset from the requisition 
to full depreciation or abandonment. 

The speaker illustrated his lecture with slides and was introduced by 
Alfred Pautler, of Preston, and thanked by R. Holfeld, of Galt. Chairman 
V. M. Buchanan, of Kitchener, presided, and R. Harrison, of Galt, intro- 
duced the following guests: M. J. Phillips, D. Carney, D. R. Hagen, W. A. 
Lester, S. C. Graber, C. H. Brown, L. E. Hofstetter, of Kitchener, V. J.. 
Boeckner, of Waterloo; J. F. Mills, of Fergus, and C. Mulholland and 
R. F. Shantz, of Preston. Harry Brown, of Galt, played selections on the 
piano. 

The following new members have been accepted by the Kitchener 
Chapter: R. Barber, D. Hancock and George De Vere, of Galt; D. Davison, 
Listowel; J. R. King, S. P. Shantz and Jack Freeman, of Preston; James L 
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Lamont, of Seaforth; G. D. Mathewson, of Hespeler, and F. Berlett and 
L. J. Hymens, of Kitchener. 


MONTREAL CHAPTER 


Following our regular dinner meeting on April 16th we were pleased 
to hear Mr. C. B. Taylor, R.I.A., address our gathering. His subject, 
which was illustrated by slides, was ““Why Stop at the Factory Door.’ Mr. 
Taylor brought out very clearly that in many cases the cost of selling and 
shipping a manufactured article exceeded many times the cost of making 
it. The slides showed charts made up to show territories, products and 
number of accounts, and were rearranged in so many different ways that 
management would have a clear and concise picture regardless of what 
particular problem was under discussion. 

Our speaker graciously answered many questions brought up by his 
talk. Mr. Van Harris, our chairman, presided; Mr. A. V. Madge, Past 
President of the Cost and Management Institute, introduced our speaker 
who was thanked by Mr. H. Bacon. 


TORONTO CHAPTER 


The annual election of directors for the Toronto Chapter was held 
in the Oak Room, on March 11th. Mr. C. J. Dutton was elected chairman 
for the coming year. Mr. M. C. Coutts, the retiring chairman, was pre- 
sented with a gavel by Mr. L. J. Brooks, President of the Ontario Society, 
on behalf of the Toronto directors. 

During the meeting Mr. Brooks gave a short report on the activities 
of the Dominion and Provincial bodies during the past year. 

The principal speaker of the evening, Mr. J. C. Adams, gave a very 
interesting talk on “Jurisdiction of Labour Unions. Mr. Adams dwelt on 
the legal rights in a democracy of the minority groups in labour groups 
and pointed out that resolutions which were adopted by such labour groups 
were merely expressions of opinion by the majority. A lengthy question 
period followed Mr. Adams talk and the many guests showed a keen interest 
in the subject. 

The speaker was introduced by Mr. C. J. Dutton and the thanks of 
the meeting were expressed by Mr. R. S. Ausman. 


VANCOUVER CHAPTER 


Vancouver Chapter was most fortunate in having as guest speaker 
at our March dinner meeting, Mr. Frank G. Copithorne, C.A., Control 
Manager of the B.C. Electric Railway Co. Ltd. 

Jim Scott introduced the speaker and gave us some interesting facts 
on his earlier work, having been associated with him in the early thirties. 

“Practical Business Administration in Relation to Personnel,’’ was the 
subject of Mr. Copithorne’s address, and he stressed the importance of 
personnel as the essence of business, pointing out that regardless of the 
type or quality of the equipment, in the final analysis it is the personnel 
that count. 
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“Personnel are not wholly in business for what they can get out of 
it, but as part of a team,” asserted Mr. Copithorne. “An important 
incentive to employees is the knowledge that they are necessary, desirable, 
and appreciated.” 

The important steps for management were stated as: 

(a) Job analysis. 

(b) Planned proceedure. 

(c) Personnel selection. 

(d) Delegation of authority. 

(e) A clear statement of policy to personnel. 

In covering these points Mr. Copithorne briefly discussed the dif- 
ferent psychology tests used for personnel selection and gave numerous 
practical examples of benefits obtained for their company by this method. 

The speaker was well bombarded with questions during the following 
question period, showing the keen interest of the members in the problems 
of personnel work and training, and the feelings of all were very ably 
expressed by Bill Warde in thanking Mr. Copithorne for his most enlight- 
ening talk. 


WINDSOR CHAPTER 


On April 22nd, the Windsor Chapter held its annual joint meeting 
with the Detroit Chapter of the N.A.C.A. Gordon James, after his open- 
ing remarks of welcome to the many guests present, called upon the 
Legionnaires Sextette who provided a very fine programme of vocal and 
instrumental entertainment which was much enjoyed by the gathering. 

Mr. J. Kent Dever, Presidente of the Detroit Chapter, N.A.C.A., 
introduced the speaker of the evening, Mr. Kenneth C. Tiffany, C.P.A., 
Manager-Systems Dept., Price, Waterhouse & Co., Detroit, Mich., who 
spoke on “Corporate Organization and Its Affect on Accounts.” Mr. 
Tiffany’s talk was most intereting as was the discussion period which 
followed. 

Chairman James, in his concluding remarks, extended an invitation 
to the members of the Detroit Chapter, N.A.C.A., to attend the annual 
general meeting of our Provincial Society being held in Windsor on 
May 28th-29th. The meeting was adjourned at 9.25 p.m., after which the 
officers and directors of the Detroit Chapter were informally entertained 
by the Windsor Chapter executive. 





Personals 


Mr. R. C. McNeil, formerly on the staff of the Executive and Pro- 
fessional Division of the National Employment Service, has been appointed 
Commercial Assistant to the General Manager of the Canadian Electrical 
Manufacturer’s Association. Mr. McNeil is a member of the Toronto 
Chapter and we extend to him our best wishes for every success in his new 


appointment. 
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If you’re concerned about rising office costs, 
don’t overlook this: Time-and-a-half for over- 
time applies to the girls in accounting no less 
than to the workers on the production line. 
And don’t overlook this, either: Your office 
people can’t be really productive and efficient 
without modern machines and methods any 
more than your plant people can. 

That’s why it’s so important—and so profit- 
able—to make your office the equal of your 





plant in mechanized efficiency. There’s no 
problem about excessive overtime, then. There’s 
no delay about vital reports and statistics. 
Your people can do their work in so much 
less time that office production goes way up 
—office costs way down! 

Why not call in your local Burroughs repre- 
sentative to-day for a discussion of your office 
problems? Burroughs Adding Machine of 
Canada, Limited, Windsor, Ontario. 


WHEREVER THERE’S BUSINESS THERE’S Burroughs 


Burroughs 
THE MARK OF SUPERIORITY 3 
IN MODERN BUSINESS MACHINES 
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By HAROLD BRICKER, C.G.A., R.I.A., 


“CANADA IN 1948,” is a publication by the Canadian Minister of 
Trade and Commerce, prepared by the Dominion Bureau of Statistics. This 
book of up-to-date Canadian information is not a mere mass of statistics, 
but it is an interesting story of Canada, profusely illustrated, and interest- 
ingly descriptive of Canadian enterprise, in diagrams and charts including 
two map inserts, 100 statistical tables, more than 100 illustrations, including 
11 pages of colour, special articles on such themes as External Relations, 
Travel, National Unity, the Lumber Industry and others. All this is pre- 
sented in a pocket size edition of 260 pages of text that really tell one 
things about Canada. 

It can be obtained from the King’s Printer, Ottawa, for the sum of 


25c, money—(not in stamps). 


ACCOUNTING AND PUBLIC RELATIONS 


This subject is a feature in an article, by Stephen E. Fitzgerald in 
the New York Certified Public Accountant, Vol. XVIII, No. 3, 1948. While 
“Public Relations” has little meaning it has been defined as, “the art of 
public behavior.” 

Harwood Childs has written, “Public relations may be defined as those 
aspects of our personal and corporate behavior which have a social rather 
than a purely private and personal significance. The increasing importance 
of public relations is due primarily to the increasing number of personal 
and corporate activities which DO HAVE (this social and public sig- 
nificance.” 

This may not appear to have anything to do with accountants, but, it 
may very well be argued that, as business conduct becomes increasingly a 
matter of public interest, the function of the accountant becomes even more 
a matter of public interest. The accountant is a member of a profession, 
his training and his professional code of ethics CHARGE HIM SPECIFI- 
CALLY with responsibility to the public. He, too, faces a demand to “speak 
up.” The accountant unlike the business man for whom he works must be 
INDEPENDENT. He has joint responsibility to the public and to his 
clients. If this is true then the accountant is public indeed. Accounting, 
as a profession and as a specialized form of business activity, must assume 
a substantial share of that responsibility. 

The comment of Social Sciences, in describing professional status, 
states: Progress in the science and techniques of accounting has made possible 
an increase in the size, complexity and territorial scope of business opera- 
tions. The kind of business that is possible depends upon the records that 


can be kept. 
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The profession of accounting has become established on a par with law, 
medicine and other learned professions. The varied accounting activities 
involve public interests and require assured ability, training and reliability. 

Ir seems clear that, as business becomes more and more public, the 
importance of accounting will continue to grow. The profession will surely 
find itself more and more exposed to the spotlight of public evaluation. 
Accountants will, more and more, have to stand up and be judged in public 
relations. 

Cost Accountants are well established in the administration field of 
business. Who would say they need not take into consideration Public 
Relations? 

Lincoln said: ‘In this and like communities, public sentiment is every- 
thing. With public sentiment; nothing can fail; without it, nothing can 
succeed. Consequently he who molds public sentiment goes deeper than 
he who enacts statues or pronounces decisions; he makes statues and deci- 
sions possible or impossible to be executed.””’ That was in 1858. It is per- 


haps more true to-day. 
AMERICAN AUDITORS AND THE BRITISH COMPANIES ACT 


The Journal of Accountancy, Vol. 85, No. 4, published in the Editorial 
section, information which might be of interest to auditors practising in the 
export field. 

The British Companies Act, as amended in 1947, contains a provision 
that a person may be qualified for appointment as auditor of a company, 
only if he is a member of an accounting organization in the United King- 
dom, or is specifically authorized by the Board of Trade to be so appointed 
as having similar qualifications obtained outside the United Kingdom, or 
fulfills certain other requirements. 

American and Canadian Accountants may occasionally be proposed as 
auditors of British Companies, or their subsidiaries, whose activities are 
conducted outside of Great Britain itself. 

It has been indicated that the Board of Trade has no authority under 
the Act for the recognition of professional accounting societies outside of 
Great Britain, but that individual accountants in the United States or 
Canada may apply for specific recogition to the Board of Trade, Insurance 
and Companies Department, Romney House, East, Tufton Street, Lon- 
don SW 1. 

It is believed that membership in recognized accounting institutes or 
Associations may be taken into account in judging the evidence for in- 


dividual qualification. 


LESS WORK PER UNIT OF PRODUCTION 


The high unit cost of labor to-day, poses a problem for all manufac- 
turers who wish to keep the cost of production of their products at a com- 
petitive level within reach of the consumer. 

Edmund John McCormick has made an interesting approach to this 
problem in his article in the Controller, Vol. XVI, No. 4. 
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We believe that it is possible with a skillfully designed program of 
management engineering to save to 20 per cent. of management’s expendi- 
ture on labor and expense per unit of output. 

The reduction of labor and expense per unit of output can take two 
productive forms. 

1. One may hold output at present levels and cut the labor and 
expense. 

2. One may retain the same number of man-hours and expense level, 
and increase production above the present levels. 

The impact of these two methods may be measured by and through 
the use of the COST system. (for a discussion of the technique, see Profit 
to Volume Control, in the ‘Cost Accountants’ Handbook.”) The reduc- 
tion in labor and expense cost is reflected in the break-even point improve- 
ment and profit position safety against declining sales volume. 

There can be a similar financial position, in profit, improvement by 
using the present labor and expense potential in the production of greater 
volume. 

Cost analyses afford an examination of the effects of such a program 
and the graphic interpretation of those figures provide visual comparisons. 

In addition to greater output per unit of labor, management gains 
with greater capacity on expensive machines, greater utilization of plant and 
plant services, economy in overhead expense, and savings per unit of pro- 
duction that apply directly in terms of the number of people employed. 
With increased output for the same man-hours of labor, all additional pro- 
duction above out-of-pocket expense goes directly into profit. 

This is the type of program that has its feet on the ground. The ob- 
jective is greater output per man-hour and more effective use of productive 
capacity. This is where we believe industrial engineering is best trained 
to serve. Cost accountants can contribute much to such a program in 
recording the statistical progress information. 

The Controller, XVI, No. 4, under the section of Scanning the Con- 
trollership Scene, makes some noteworthy observations, some of which are: 
the comment of Joseph Kolodny, President of the National Association of 
Wholesalers, who notes, that in that field, a re-valuation of our cost-profit 
system is desirable. There is an urgent need for an immediate re-valuation 


and appraisal of our entire cost and profit system. 


Our American economy has undergone a phenomenal change. In the 
light of this, it would be the height of statesmanship if we forthrightly 
analyzed the cost of raw materials, manufacturing, marketing, advertising, 
wholesaling and retailing, for stabilization, and if need be, devise standard 
formulae for the measurement of cost and profit. Such a sound course of 
procedure would remove any excuse for pointing an accusing finger at 


either manufacturers, wholesalers or retailers. 


PUTTING PROFIT FIGURES IN THEIR TRUE LIGHT 


Exaggerated reports regarding company earnings inevitably show up 
in the demands made by unions for higher pay. Therefore, the representa- 
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tives of management who come to the bargaining conference should be pre 
pared to restore the proper perspective. Here are some methods which 
have been found effective by Labor Relations Institute negotiators: 

1. National profit figures do not necessarily reflect the position of the 
particular industry or company. Although union negotiators are prone to 
consider Department of Commerce statistics as the last word on the subject, 
they should be reminded to stick to the facts which apply—the profits of 
the individual company whose contract is being negotiated. 

2. Since the figures on gross national income have increased, a rise 
in profits over the past decade should be expected. As one controller pointed 
out, his company’s profits have increased only 50 per cent., although na- 


tional income has doubled since the last prewar year. 


2 


3. The rate of return on net worth is no indication of what the stock- 
holders actually get. It is not unusual for a company to show profit figures 
indicating a 25 per cent. return on net worth, and union officials frequently 
imply that stockholders actually receive this return. However, records show 
that stockholders in such companies seldom receive more than 6 per cent. 


of the market value of their stock in the form of annual dividends. 

4. The amount of profit on the company’s sales dollar is what counts. 
A recent poll showed that many union members think their companies 
should earn 10 cents on each sales dollar—although actual earnings run at 
3 to 5 cents to the dollar, based on sales. 

5. Company “cost of living” has gone up, too—and the purchasing 
power of the company’s dollar has gone down. This entails larger expendi- 
tures for replacement, plant expansion, inventories and other factors which 
make continued employment possible. 


Have you reached your BREAK-EVEN point for the year 1948? 


WORK IS MORE PROFITABLE THAN WORRY 


It is about time we became worried about worry. 

Worry is something that is becoming too fashionable for our own 
good—and pocketbooks. 

It might just be that we have over-statistic-ed ourselves into a dither. 

We are worrying because we are thinking too many wrong things about 
to-morrow—and next year. 

Worry that keeps a man from doing a day’s work (so that the undone 
portion will be saved for to-morrow) and that produces high-priced groceries 
and automobiles. 

Worry that postpones logical management action (because some self- 
appointed seer prophecies trouble ahead?) cuts no costs and boosts no 
production schedules. 

Worry injects poisons into the life-blood of action. 

But work gets things done—at the bench, on the assembly line, or 
in the front office. 

That’s the way wages and profits are made! 


Wages and profits are just the same things under different names! 
— Clipped. 


179 











COST AND MANAGEMENT 


Construction Sight Accounting 


Auditing and Control of Construction Costs With a Cost Plus Contract 


By N. R. BARFOOT, R.I.A. 


Accounting procedures for a construction job fall into two general 
phases of work activity: the accounting necessary for the company or owner 
building the new plant, and the auditing and control of contractors’ costs. 


The financial start of a construction project from the owner’s stand- 
point is of course the raising of as much capital for the work as has been 
previously estimated will be needed. This may be done by the assignment 
of available funds for the project, or perhaps through the sale of bonds 
or debentures. When sufficient money has been raised, or perhaps while 
it is being raised, a formal contract can be arranged for the actual con- 
struction work. In the control of capital expenditures the accounting de- 
partment must see that it properly records costs. To do this, a construction 
ledger is set up and operated by the site accountant. This construction 
ledger contains the job work order system which is merely a system of 
accounts to take care of the different phases of the work. These divisions 
of the project, or work orders, serve many purposes both during the term 
of the job and during the life of the plant itself. They exercise a control 
on capital expenditures through the appropriation procedure. That is, 
estimated costs of the particular phases of work covered by each work order 
must be submitted by engineering. These, used through appropriations, 
serve as a release for the necessary funds to pay the accounts payable in- 
volved in the work order. Thus, a check on estimate versus actual running 
costs is constantly before the executive group responsible for the entire 
project. An important use of these work order accounts, both during con- 
struction and later as property and plant values, is that they are the basis for 
insurance coverage. Values submitted via the: various contractors in their 
monthly billings are posted to the various work: orders and become the basis 
for property insurance adjustment each month on the construction work in 
progress. -In addition, they become the basis for depreciation and all the 
tax information and computations involved therein. During job progress 
they facilitate the preparation of data needed for all purposes accounting 
and engineering wise. If set up intelligently and in sufficient detail, in a 
general sense they promote operating efficiency. 

A typical work order sheet would contain such headings as Work Order 
No., Appropriation and Appropriation Request Nos., Date and Authoriza- 
tion, Estimated and Actual Costs of Labour Materials and Auxiliary Equip- 
ment and any other information needed. Otherwise, the sheet is ruled with 
column for date, vendor, item, reference, material, labour, auxiliary equip- 
ment and total. The work order ledger acts in a subsidiary fashion to the 
general ledger, and a control on it would of course be kept in the general 
ledger. 

It might be interesting to give a list of work orders that would be used 


on a construction job. 
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Land. 

Land Improvements. 

Office Furniture and Fixtures—Capitalized. 
Office Furniture and Fixtures—Expensed. 
Office Miscellaneous Expenses. 

Office Telephone and Telegraph. 
Engineering Miscellaneous Expenses. 
Miscellaneous Expenses—Insurance, Building Permits, etc. 
Automobile Expenses. 

Accounting Salaries. 

Travelling Expenses—Accountrants. 

Site Engineer. 

Travelling Expenses—Miscellaneous. 
Warehouse Buildings. 

Railway Sidings—Materials. 

Architects Fees. 

Main Building. 

Main Building—Foundation. 

Warehouse Building. 

Warehouse Building—Foundations. 
Temporary Buildings. 

Land Drairfage—Roof Drainage. 





Storm Sewer System 

Temporary Roadwork. 

Contractors Miscellaneous Expenses. 

Contractors Fees. 

Warehouse Buildings—Sprinkler System. 

Warehouse Buildings—Lighting 

Main Building—Lighting. 

Main Building—Heating. 

Main Building—Sprinkler System. 

Sprinkler System Underground. 

Main Building—Power Distribution System. 

Loading Docks—Main Building. 

Loading Docks—Warehouse Buildings. 

Plumbing System Buildings. 

Machinery and Equipment—Main Building. 

Miscellaneous Equipment—Maintenance, Shipping, etc. 

Power Plant. 

Water Mains. 

Gas Mains. 

Miscellaneous Equipment. 

These work orders are by no means a complete list which would be used 
in a new project, but are those of a general nature that would be employed. 
Depending on the type of equipment and machinery installation needed, 
there would be many more work orders covering production equipment 
items. A full description of the scope of each work order would of course 
be given in the dictionary of these accounts. Lists of these work order 
accounts with detailed descriptions are supplied to the main contractor and 


sub-contractors for their guidance in cost distribution. 


181 








COST AND MANAGEMENT 


It goes without saying that the site accountant must use the utmost 
care in posting to the work order ledger. The usual bookkeeping accuracy 
is taken for granted, but he must bear in mind the ultimate use of the 
values posted: that is, their use in insurance and in depreciation on capital 
values. He should, therefore, be absolutely certain of the correctness of the 
assignment of work orders to the various invoices received. This, I have 
found can only be done by actual check on the jobsite with the help of 
the timekeeper who may act as receiver, and of the various engineers of the 
owner and contractor. All are sincere in their desire to give information 
on a construction job, but only the site accountant is concerned with the 
values distribution, and in this he must be alert at all times. The excel- 
lence of the system of field checks which he institutes will help to facilitate 
and insure proper distribution, of which there will be further elaboration. 
One difficulty in distribution might be mentioned at this point. Often 
in order to obtain material difficult to procure, large quantities will be 
bought and stored at the jobsite until needed. This of course will be paid 
for (to the contractor) in the month received, and yet is not incorporated 
into the structure. A temporary stock work order can be set up to handle 
this, and when the materials are used in a definite phase of the job covered 
by existing work orders, a transfer can be made to the proper account. 
This may not be necessary if it can be established exactly where, and in 
what quantities, the material is to be used: e.g. perhaps all the cement is 
bought in advance. An accurate estimate might be obtained from the 
resident engineer as to the quantities required under each work order divi- 
sion; so much for floor, footings and foundations and the values of the 
cement assigned accordingly. It is more than likely that a complete dic- 
tionary or code of work order accounts cannot be set up in advance. Here 
again the site accountant must be alive to the situation, and as he sees work 
phases developing for which he has no current work orders, he must develop 
new ones in conjunction with his head office accounting department. In 
connection with this work order system a complete list and description of 
same must be supplied to the various contractors, their head offices and 
field offices, so that they develop their monthly billings of work done on 
that basis. In actual practice, the site accountant will receive all invoices 
and billings for material and work done each month. He will post same 
to the work order ledger and pass the bills to his home office for payment. 
Probably once each month the ledger will be balanced and its total checked 
with the general ledger control balance. 

The bulk of the work activity of the site accountant of course centres 
around the auditing and control of the contractors costs of the job. 
Wrapped up in this one venture however, is a maze of business relation- 
ships concerned with every function and department of a construction office. 
It has been my experience that a great number of construction offices and 
particularly smaller firms have e.g. no proper buying procedure with follow 
up and expediting features. Their accounting and cost departments are 
so meagre that little or no useful information can be had from them. 
Generally, office organization and routine business systems of control will 
be conspicuous by their absence. To carry out the intent of the words 


audit and control, the site accountant, in order to get results with any 
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degree of accuracy, may find himself called upon to exercise his knowledge 
of business organization and administration, and to set up the contractors 
office with at least the basic essentials of a modern business. Such little 
things as a proper filing system may be lacking. Usually there will be no 
invoice or check register, and payrolls will be a conglomeration of all jobs 
done through field time books. These are just a few of the thorns along 
the path of the owner’s accountant when he surveys the scene of his future 
audit and control work. 

In theory, the site accountant need not concern himself about the 
state of the contractor’s accounting and office set-up, but from the stand- 
point of practical results, he cannot do a proper audit or maintain cost 
control if certain fundamentals of ordinary office procedure are missing. 
I would suggest therefore, that one of the first steps be to take stock of the 
organization of the contractor’s office to see whether or not there exists the 


system to maintain the proper records for audit. 


As far as the field office operations are concerned, this phase of the 
job should be set up completely by the resident accountant. The important 
work of receiving and recording of material, timekeeping and payroll 
records, originate here, and the entire system to contain this type of in- 
formation must be designed to fit the owner’s work order accounts. The 
very important question of cost distribution to these work orders has its 
origin in the field, and the procedure developed to collect and distribute 
field costs cannot be too good. 


It might be mentioned here that most contractors have some field unit 
cost system which they may wish to carry on for their own purposes, which 
would probably not hook in with the owner’s work order system. Their 
needs are usually those of cost per yard of cement laid, and so on, which 
may be interesting to the owner from the standpoint of the contractor’s 
efficiency in the field, but has no accounting significance for the work 
order account system. If these cost needs of the contractor can be carried 
out within the framework of the system needed by the owner, and do not 
impair the working time of the field clerks to the detriment of the owner’s 
work order system, I can see no objection to their inclusion in the field 
accounting scheme. The handling of material both in the field and through 
the contractors head office is of prime importance. First of all, I would 
suggest that a check be made to see that a proper buying procedure for 
material exists: that bills of material are developed for the various sections 
of the work well in advance of need, so that orders may be placed: that 
proper purchase orders are made out with the usual purchase contract 
terms thereon, and very important, that a proper follow-up is maintained 
on these purchase orders to ensure delivery of goods as needed. At least 
three bids on all projected material buys should be received by contractors 
office. If possible, work order numbers should be assigned to the purchase 
orders for easier distribution of material costs in the field, but this may not 
always be feasible, as in the case of cement, which might be ordered entirely 
under one purchase order and distributed to many work orders. The con- 
tractor will probably have several jobs on hand other than yours and will 
be ordering material for them as well. It is a good plan to insist first of 
all that he set aside a block of purchase order numbers for your material 
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buying, and as well that all material bought for your job be on separate 
purchase orders with no combination material ordering for several jobs. 
Discourage verbal ordering as much as possible to avoid confusion as to 
whether or not materials have or have not been ordered. Copies of the 
purchase order must be sent to the site accountant, the owner’s resident 
engineer and to the field office. 

A good deal of sub-contracting will usually be arranged through the 
offices of the contractor, and this is done through the medium of the con- 
tractors purchase orders. Strict supervision of this type of purchase order 
is necessary by the site accountant. It should be remembered that in a 
general sense the sub-contractor bears the same relationship to the prime 
contractor as the prime contractor bears to the owner. This principle is 
the guiding one in the development of sub-contract relationship with the 
main contractor. Much of this may, and probably will, be done on a cost 
plus basis, and if so, the same rules of audit procedure, work order distri- 
bution and control, must be maintained by the prime contractor with his 
sub. It is wise, however, for the site accountant to supervise the drawing 
up of such purchase order contracts, and if sufficiently complex and costly, 
submit same to his head office for approval before confirming. The same 
scale of fees that apply to the contract for profit supervision and overhead, 
should be maintained if possible with the sub-trades as well as similar ma- 
terial and labour conditions. 

Since it is particularly important that payment is made only for those 
materials actually received, the site accountant must make routine physical 
checks of those materials (even though contractor also checks) and O.K 
receiving reports made by field clerks. 

The contractor may have had in stock in his warehouse, certain items 
needed on the job, and in this case a proper transfer of material form should 
be used to record the shipment and act as bill of lading. This material 
would be received in the usual way and reports made up. 

Distribution of these materials by work order must be made at the time 
and point of receiving, since any lapse in this regard makes for difficulty 
in identification, and guessing in distribution. results. The field receiving 
clerk checks materials received against his copy of the purchase order as to 
quantities and quality, and records such things as part shipments and de- 
ficiencies of any sort, for the interest of the site accountant and contractors 
head office. 

There is one condition at least that may cause trouble from the proper 
maintenance of the construction inventory, and that is borrowing of stocks 
of material from one job for another. The intentions may be good, but | 
have seldom found that the borrowed materials were returned, and it meant 
a jumble of adjustments on material invoices at the month end. Besides, 
serious shortage are liable to develop and hold up the work. The only 
solution is a stiff one, and that is, an inflexible rule that no transfers 
of material be made from the job to any other. Supply items are tricky 
to keep track of since so many are ordered verbally over the telephone, 
and in many cases this is the best method for such items. However, a rule 
must be put down in writing that if verbal orders for supplies are not con- 
firmed on purchase requisitions to contractor’s head office in order that a 
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formal order may be made up, then, no bills for such supplies must be 
paid by owner. 

It must be remembered that unlike a modern factory, a construction 
scene is one heterogeneous mixture of men, material and machines scattered 
around the landscape, in holes and on heaps of earth. The utmost con- 
fusion seems to exist, and often does. There are no fenced-in stores areas 
until some superstructure is erected. Transports dump materials any old 
place, and the field receiving clerk almost needs a bicycle to keep up with 
activities. Therefore, the receiving procedure at a construction site must 
be well organized, and the utmost co-operation of foremen and field superin- 
tendent is necessary. Signs directing transports, can be judiciously placed, 
and the co-operation of the transport firms in delivery of materials should 
be sought. 

The site accountant will make his routine checks during the month, 
on material receiving, storing, etc., but at the end of the month, prior to 
the sending of all completed material receiving reports, invoices if any, 
and related paper work to the contractors head office, he will make a 
complete check of the months’ business from the calculation standpoint. 
It is also imperative to make at least once a month, an extensive review of 
the receiving and storing procedure. The balance of the accounting work 
on materials is confined to the contractors head office, and is almost purely 
an audit procedure. With this in mind, a representative number of pur- 
chase order files should be examined, and the following noted in particular: 
(a) the nature of items purchased (b) the tie-in with the bill of material 
(c) approvals of architect or owner’s engineer in regard to specifications, 
(d) material receiving reports attached to purchase orders? (e) freight al- 
lowances taken? (f) cash discounts taken? (g) sales tax—how handled? 
(watch very carefully) (h) accuracy of work order distribution (i) bids re- 
ceived (three) (j) two copies of material invoices or pro forma invoices 
accumulated for monthly billing. 

In conjunction with the preparation of the monthly statement of ac- 
count of construction costs, each individual material invoice submitted must 
be traced to original vendor’s invoices in the purchase order files. In par- 
ticular, where pro forma invoices are substituted, see that the information 
has been correctly recorded from the original to the pro forma. Purchase 
orders issued to sub-contractors should be reviewed. Note the pertinent 
provisions, and particularly references to costs of an overhead nature and 
to fees. Examine billings from sub-contractors, to determine that they are 
in accordance with contracts. In the case of lump sum sub-contracts, de- 
termine that progress payments asked for do not exceed actual work per- 
formed. The resident engineer may be consulted in this. The final end 
of this monthly audit will be an accurate accumulation of properly distri- 
buted material costs which may be incorporated into the contractors monthly 
billing to owner. 

Labour operations on a construction site are a big factor, and a good 
system of time-keeping, payroll and labour distribution by work order is 
important. A good many construction firms do all their jobsite timekeeping 
through time books kept by each individual foreman. These are turned into 
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head office at the pay end for actual payroll computations. However, 
the entire system can be kept at the construction scene, by the field time- 
keepers, with the possible exception of the preparation of checks or cash 
remaining a head office function. As in the case of material records on the 
site, labour must be also recorded accurately as to quantity, type and 
distribution. 

The use of the field time book by foremen may be kept as an additional 
check, but the actual recording of the workmen present, and the particular 
sphere of work in which they are engaged, is made by the field time clerks. 
Using a simple form on which may be written names, numbers, trades and 
work order distribution, the time clerk should make at least two complete 
checks morning and afternoon. One check shortly after the beginning of 
work, and one in mid-morning. The same would apply to the afternoon. 
The co-operation of the foremen and superintendent is needed to inform 
the time-clerks when work gangs are moved from one part of the job to 
another, in order to get accurate distribution. The site accountant should 
make periodic checks with the field’ checkers, putting down his record of 
those present, along with the distribution by work order. These independent 
checks should be made at varying intervals, and later checked to the daily 
payroll kept on the jobsite, to see that it is the same. An individual card 
system for each man, lasting a full pay period, may be used, with daily 
computations by work order for distribution purposes, or a daily payroll 
sheet with hours, rate and total pay per day for all men recorded. On this 
same sheet a series of columns for work order distribution can be utilized. 
Both of these types of primary payroll accumulation can be transcribed to 
a master payroll sheet, which is the paper evidence used for the monthly 
billing. 

The work order distribution for labour occurs on the preliminary time 
cards or daily payroll sheet and the totals for the month within the pay 
periods of this distribution must of course balance with the totals of wages 


paid on the master payroll sheets. 


The master payroll sheet should be one similar to that used in factories 
showing hours worked, rate, overtime if any, deductions for income tax, 
various forms of insurance, vacation pay allowances and advances if any 
This payroll sheet or sheets should be sent to the contractor’s head office 
for the issuing of cheques and assignment of cheque numbers to individual 
pay totals. 

It is a good plan to have the contractor’s office submit payroll informa- 
tion as soon as possible after each pay period. An occasional field check 
should be made of the pay-off. 

The site accountant is, of course, supplied at the beginning of the 
project, and as changes are made, with a list of employees with their respec- 
tive rates, also to be submitted is a list of all salaried employees on jobsite 
covered under costs of the work as laid down in the contract. Changes in 
rates, positions or overtime work should, of course, also be advised by the 
field superintendent. 

The master payroll is given a full verification including checking of 


rates, time worked, distribution, extensions, footings, summaries, vacation 
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charges, unemployment insurance (company’s share) and is of course 
verified with field check reports. In addition to making these routine 
field checks and payroll audits, it is wise to review from time to time with 
contractors, jobsite timekeepers and head office bookkeepers, the procedure 
set up to accumulate the information. All manner of deductions made 
should be checked as to correctness of rates. 

The collection of payroll information from the office end is a fairly 
well understood matter and usually flows through in good fashion. The 
crux of the situation is of course in the original field work of accumulation 
and distribution. The work order distribution account system must be 
carefully explained, supervised and repeatedly checked, to see that it is 
carried out correctly. The site accountant should be interested in econ- 
omical costs as well as mere accumulation. With this in mind, the question 
of an efficient group of workers from the standpoint of size, should be 
inquired about. Here, a close degree of co-operation between the owners 
field engineer and the site accountant is the answer. The psychology of a 
cost plus contract is somewhat different than that of a firm contract, and 
while no one doubts the sincerity of any contractor he hires to perform 
a construction work efficiently, the same incentive to effect savings does 
not exist where there is no possibility of loss, and rigid control on all 
spending within the boundaries of good workmanship must be therefore the 
guiding principle of all the owner’s representatives. 

A number of items of general interest must be watched both in the field 
and in the contractor’s head office. Various forms of insurance, such as 
public liability and public property, will be held by the contractor. Insur- 
ance certificates and rate schedules should be furnished the site accountant 
for all necessary coverages. The owner will cover for fire, windstorm and 
earthquake. The contractor must provide the owner with a list of insurable 
values of equipment monthly in the form of a letter. This, of course, will 
be required of all prime contractors. Evidence of payment and any adjust- 
ments made during the life of the various policies should be provided to 
the owner’s accountant. The question of insurance on sub-contractor’s 
equipment is a matter for the prime contractor to look after. That is, 
if the sub-contract has been let by him it would be as well for the site 
accountant to check the prime contractor’s records to establish that this 
has been done, or that protection is carried directly by the sub-contractor. 
While the owner’s insurance coverage for fire, windstorm and earthquake 
is developed from the various billings submitted currently by the contractor, 
it must be remembered that these values are of necessity on the low side 
as the work progresses and more value is built up between billings. Generous 
coverage is wise then at each adjustment period. 

There will be considerable renting from time to time of special equip- 
ment by the contractor. This equipment should be contracted for through 
the regular purchase order system specifying rates per hour and any starting 
and finishing time allowances to prepare such equipment. Insurance cover- 
age and workmen’s compensation rates should also be indicated on these 
purchase orders. Overtime premium, gas, oil and repairs if understood 
to be part of costs, must be covered. The question of minor and major 
repairs should be clearly understood. It is assumed that equipment will 
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be delivered to the jobsite in first class condition, and only exceptional con- 
ditions should warrant major repairs. Minor repairs should be recovered 
by the owner of the equipment in his rental rate since his rate would nor- 
mally include costs direct and indirect as well as profit. In the field the 
timekeeper or field checker must clock in this equipment and check the 
hours worked in the same manner as the workmen are checked, and such 
records of equipment time must agree with the invoices submitted for such 
time spent. Forms to handle this are easy to devise and will give written 
record to substantiate bills received for this type of work. 

There will be a telephone at the jobsite, and with the quite flexible 
working conditions obtaining at a construction scene, this is apt to be abused. 
Toll slips on long distance calls must be kept, and any calls made not con- 
cerning the work should be disallowed on the monthly billing. 

Watchmen will be employed as a protective measure as the work pro- 
gresses and buildings are erected. An occasional check on the clock cards 
should be made to see that all regulations in this regard are being fulfilled 


A good deal of cement will be mixed on the jobsite, but it may be 
necessary to purchase the ready mixed variety from time to time. This 
will be closely checked as in the case of any incoming material, by the field 
checker. In addition, the resident engineer should supply information as 
to the approximate quantities needed. Ready mixed cement is costly and 
as little as possible should be used consistent with the progress needed in 
this connection. 

Generally speaking, with regard to good purchasing the contractor will, 
usually due to his connections in the building supply business, be in the 
best position to buy economically and well. However, it may happen that 
certain tools and equipment or supplies may be purchased more quickly 
and economically by the owner. From a cost standpoint this is the thing 
to do. Engineering and accounting must work very closely together to 
apprehend such things and act accordingly. 

Growing out of the above point is the question of selling the contractor 
certain items of the owner’s own manufacture’ which may be used in the 
construction scheme. Since the owner is ultimately paying for everything, 
factory cost with no mark up for profit or administration should be the 
costing on these goods. The accounting treatment of owner buying for, 
or selling, his own products to the contractor may be a direct debit charge 
or a merely posting to the work order account of the amounts involved. 

From time to time, there will be surplus material and scrap left from 
the work operations. It may be possible to dispose of new material at a 
good price and scrap may also have some disposal value. The contractor 
should handle these operations to the best advantage and credits for the 
amounts thus received given on the monthly billing. 


The handling of small tools can be a headache. Obviously there will 
be a great number of shovels, picks, axes, saws and other small items used. 
Some of these will not have a long life and others will outlive the job. To 
keep track of them is well nigh impossible. A good arrangement is to have 
small tools included in tne contractor’s fee, or have a small percentage 
of overall costs allowed for such. In this way, any extensive stores system 
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will be avoided and the problem of supply inventory and paying for them 
will be the contractor’s business. Any demurrage charges submitted for pay- 
ment by contractor should be supported with reasons for same. It is part 
of the general efficiency of the job that unloading be carried in such a 
fashion that no demurrage results, so that substantial reasons should be 
given for any such charges. 

The financial health of the contractor is of concern to the owner, and 
the site accountant should check his bank position from time to time. Test 
checks of paid cheques to invoices should be made and bank deposits 
examined with regard to cheques paid by owner to contractor. 


The question of advancing funds may arise, although normally the 
contractor is expected to be liquid to the extent of thirty days. The con- 
tractor should prepare a requisition for advance funds for owner's ac- 
counting department supported by details outlining the need for such 
advance. 

Production equipment will arrive often before facilities for installation 
are ready. If any superstructure is erected and closed in, a stores area 
should be designated and all items of factory equipment arriving ahead of 
time must be properly received. Receiving reports must be mailed to the 
vendors and the equipment tagged, or if any code system is in use by the 
owner, this should be used. The contractor’s field checkers and the site 
accountant should work this out together. 

The final end of all the field and head office checking and auditing 
is that an accurate billing be prepared and submitted by the contractor. 
Here again the site accountant must exercise a certain amount of super- 
vision in its preparation, particularly in the early stages. The exact form 
and details contained therein must be developed to suit the work order 
account system and the owner’s accounting requirements. In_ particular 
each work order covering a phase of the construction will have a summary 
of labour and materials as taken from the payroll distribution and material 
invoice register. Foremen’s time, and particularly those in the working 
foreman class, can be pro-rated over the various work orders if their work 
cannot be directly assigned to any one work order phase. There is usually 
a work order account to cover miscellaneous items not directly chargeable 
to any other work order. Under this heading would come salaries of time- 
keeper, field checkers, watchmen and the field superintendent. Telephone 
accounts and travelling expenses would be included here. Gas and oil for 
trucks, mixers, etc., fuel for salamanders as well as jobsite office supplies 
are other possible items under miscellaneous. 

The final item on the month’s statement of account is the fee which 
may be a fixed sum or a percentage of the month’s costs. 

Billings are usually prepared in from four to six copies. Two copies 
with supporting evidence of payrolls and invoices in duplicate will be sub- 
mitted to the architect or owner. A final check of the billing extensions, 
footings and summaries must be made by the site accountant before it leaves 
the contractor’s office. Thus is summed up the monthly work on a cost 
plus construction project. There are a great number of things to do and 
look after, but it is most interesting, and certainly there is never a dull 
moment. 
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Recent Developments in Accounting 
By OMER W. COX, A.C.I.S., R.I.A., C.G.A., 


An address given to the London Chapter, Society of Industrial 
and Cost Accountants of Ontario, March 18th, 1948. 


FUNDAMENTAL ACCOUNTING PRINCIPLES 


Our economic system is motivated by profit. Business operations are 
conducted for profit, and it is a function of accounting to maintain records 
of income, costs, and expenses of the enterprise, so that the resultant changes 
in the proprietorship equity can be determined and so that the recorded 
experiences of the past may serve as a guide in future operations. 

Balance sheets and income statements are not accurate in any absolute 
sense. Rarely are they statements of absolute facts. Usually they are a 
combination on fact and opinion. The results of business operations cannot 
be determined as conclusive facts unless the business is wound up or liqui- 
dated. Opinion enters into the valuation of inventories, bad debts, depre- 
ciation and into other areas. Despite this inherent characteristic of periodic 
financial statements, they are a vital force in effective management. 

In the keeping of accounts and in the preparation of financial state- 
ments, the observance of a body of accounting principles is accepted pro- 
fessional practice. This paper briefly discusses certain problems confronting 
accountants to-day in the light of accepted accounting principles. 


IMPORTANCE OF INCOME STATEMENT 


You are all familiar with the principle of conservatism: that we should 
anticipate no profits and provide for all losses. While conservatism in ac 
counting is essential, it is not a justification for the understatement of assets 
and the understatement of income. Income tax laws have had a marked 
influence upon accountants, in that when instances of doubt arise the de- 
cisions are invariably made on the side of understating profits rather than 
overstating them. This, of course, is conservatism and is justified up to a 
point, but ultraconservatism which has as its sole object the avoidance of 
taxation is out of harmony with accepted accounting principles. 


The relative importance of the balance sheet and the income statement 
has been a controversial point in the minds of the various persons interested 
in corporate financial statements. Short-term credit grantors have been 
primarily interested in the balance sheet, and it is natural that this influence 
has left its mark on the accounting profession. The pendulum is swinging 
toward the income statement, and the income statement is coming to be 
recognized as having an importance at least equal to that of the balance 
sheet. Balance sheet conservatism alone which distorts the income state- 


ment should not be tolerated by accountants. 


As industrial and cost accountants, we can appreciate the need for 
strengthening the importance placed upon the income statement. It is an 
historical report, I will agree, but it does provide management with a tool 
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for measuring the net results of the effectiveness of the actual control in 
operation throughout the year. For this reason it is an important and vital 
document. Its form and content must be carefully guarded so it will clearly 
disclose the operating facts to both management and shareholders. 


FORM OF INCOME STATEMENT 


There is considerable opinion developing among accountants in favour 
of the “all inclusive” type of income statement, in which extraordinary, 
non-recurring, and non-operating items are shown, and not charged to sur- 
plus directly. This school of thought would show all extraordinary credits 
and charges in the income statement and would transfer to surplus net in- 
come for the year after giving effect to such items. They believe that all 
purposes would be served by having the income statement presented in two 
sections. The first section would show net operating income and the second 
section would contain the non-operating gains and losses. The sum of these 
two sections would constitute the “net income for the year” which would 
be transferred to Earned Surplus. 

One of the chief merits of this method lies in the fact that all transac- 
tions are reported in the income statement and are thus brought to the 
attention of those interested as a complete historical report for the period. 

The Committee on Accounting Procedure, American Institute of Ac- 
countants, in its bulletin No. 32, dated December, 1947, discusses the subject 
at length, but still holds to its view that extraordinary items which it lists 
be excluded from net income. 


CASH DISCOUNTS 


The treatment of cash discounts on purchases as a deduction from 
purchases to arrive at cost has become generally recognized. The late war 
involving widespread cost accounting for government contracts has favoured 
this method in accounting. From the standpoint of accounting principle, 
cash discounts are reductions of purchases, because a company cannot earn 
income merely by purchasing merchandise or fixed assets. This, in effect, 
is what happens if cash discount on purchases is set up as financial income. 


INCOME TAX 


Income tax has been regarded as a sharing of the profits with the 
government. In the eyes of business management this concept is not realistic. 
Income taxes must be considered as an operating expense or cost, and all 
financial planning must keep income taxes clearly in mind in all financial 


presentations. 
FIXED ASSETS 


The present inflationary trend has brought the attention of manage- 
ment and accountants to the valuation of fixed assets and to periodic 
charges for depreciation. If our replacement costs of fixed assets are sub- 
stantially higher than our book values, our periodic charges against income 
for depreciation are less than they otherwise would be, and our profits are 
reported higher. 
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As cost accountants, we must prepare our cost estimates, which are 
used for pricing our products, using depreciation rates based on replace- 
ment value of the fixed assets. Otherwise, we may awake one day and 
find that our prices must be increased, probably at a time when price in- 
creases would be disastrous to our business in a competitive sense, or business 
suicide without price increases. 

Except on recent acquisitions, our depreciation dollars will not be ade- 
quate to offset replacement costs if present price levels remain or continue 
in their present trend. A solution to this problem which has been advocated 
by some accountants is to charge depreciation into costs on the basis of 
appraisal figures and credit the difference between the depreciation on cost 
and the former figure to an account which might be called “reserve for 
replacement of fixed assets.” Of course the income tax regulations require 
that this reserve be added back to profits for tax purposes. 

The Committee on Accounting Procedure of the American Institute of 
Accountants in its research bulletin No. 33 issued in December, 1947, has 
adhered to the accepted accounting principle that cost is the proper basis 
of accounting for assets. It holds to the view that providing for the re- 
placement of fixed assets is a responsibility of management, and that man- 
agement must take into account the fact that the profits to-day are higher 
than they would be if depreciation costs were based on replacement values 
of fixed assets. The usefulness of corporate income statements is best served 
by adherence to accepted accounting procedure. One reason for this stand 
is that there is no objective means of controlling the use of the revaluation 
method other than pure guesswork. It recommends that management make 
annual appropriations out of surplus in contemplation of replacement of 
plant facilities. 

In the case of a legal acquisition of a going business, the assets taken 
should be revalued on the basis of appraisal rather than be taken up at the 
vendor’s book value and have a goodwill figure shown. Actually much of 
the increased price being paid in business sales, in these days, is for inflated 
asset values, and such must be recognized in setting up the entries on acquisi- 


tion of a going business. 
INVENTORY RESERVES 


The present inflationary prices are causing management grave concern 
over the eventuality of a price decline. Recent developments in the grain 
market have brought the nearness of this reversal sharply to their attention. 

To the accountants, management has brought the problem which they 
see clearly on the horizon, which is simply this. We are paying income 
tax dollars on high profits, which have been made high partly because of 
the inflationary price trend. Part of the profits are the direct result of 
stocks on hand at lower costs being sold at the high prices based on the 
higher replacement costs. Many business managers are putting pressure 
on their accountants to provide for the eventuality of a price decline in the 
accounts and statements. 

Writing down the inventory or setting up an inventory reserve is sug- 
gested as a means of providing a cushion against the day of price decline. 
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Such a reserve would, of course, be a contingency reserve. A price decline 
may occur next month, next year, or it may not occur at all in any drastic 
degree. An inventory reserve would have the effect of reducing profits 
of the current year, in an effort to reduce the losses of a subsequent year. 
Of course, all losses due to price or market reductions which occurred prior 
to the balance sheet date are proper charges against the income of the 
period. 

Computations of reserves of this kind must necessarily be made on 
assumptions of future events, which are purely speculative guesses. Bulletin 
No. 31 entitled “Inventory Reserves,” dated October, 1947, issued by the 
Committee on Accounting Procedure, American Institute of Accountants, 
states the opinion of the committee that inventory reserves should not enter 
into the determination of net income. If used, they are preferably created 
by a segregation or appropriation of surplus. To this kind of reserve no 
losses should be charged to it and no part of it should be transferred to 
income. The only disposition that should be made of it is to return it to 


surplus whence it came. 


INVENTORY VALUATION OF LAST-IN-FIRST-OUT (LIFO) 


The last-in-first-out method of inventory valuation, commonly referred 
to as LIFO, is receiving considerable attention. Much has been written 
on the subject in accounting publications in recent months. Attention re- 
cently has been directed to this method for the same reason that inventory 


reserves are suggested—inflationary prices. 


The LIFO method has the effect of matching current costs of goods 
with current selling prices, thereby producing greater charges to cost of 
sales than by any other method. This procedure has the effect of reducing 
profits and is systematic—not guesswork. It has the approval of the U‘S. 
Department of Internal Revenue, and is sanctioned, where applicable, by 
the American Institute of Accountants (Bulletin No. 29, Inventory 


Pricing). 
CAPITAL PRICE ADJUSTMENT 


Another method for dealing with the effects of inflation in accounts 
is called the capital price adjustment method for deflating inflated dollars. 
In an article on this subject published in the February 1, 1948, issue of 
the N.A.C.A. Bulletin, Mr. E. Stewart Freeman criticizes other methods to 
cope with the situation, and discusses a technique for adjusting capital ac- 
cording to the rise and fall in the price level. 


The LIFO method of valuing inventories tends to improve the income 
statement, but distorts the balance sheet. Revaluation of assets to give 
better results in the balance sheet but distorts the income statement. The 
capital price adjustment is designed to correct these defects. 

The premise is that the purchasing power of capital is reduced as prices 
rise. Hence part of our profits are represented in inflated inventories. To 
correct this condition a deduction is made from profits and added to capital 
representing the amount required to restore the purchasing power of capital. 
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More capital dollars are required to handle the same physical volume of 


business and for replacement of fixed assets. 


ACCOUNTING TO THE NEAREST DOLLAR 


How many of my listeners have “burned the night oil” looking for a 
few pennies in a balance. When you are computing the journal entry for 
the monthly charge to expense for expired insurance, taxes, depreciation, 
or other fixed charges, how many of you meticuously compute the amount 
of the monthly charge to the nearest cent, and incorporate this figure into 
your accounts? Do any of you when preparing budget figures or cost 
estimates, in assembling the total costs, accurately bring down your figures 
in dollars and cents? Of course unit costs must be expressed to several 
decimal points in many cases. What I am trying to say is, are we spending 
too much time and effort watching the pennies, when we could spend more 
time watching the thousands of dollars in our accounting procedures. 

The elimination of cents in accounting has some proponents and is 
gaining some ground. One of the first expressions of the elimination of 
cents, was in the presentation of the annual reports of certain corporations. 
The financial statements eliminated the cents entirely. 

Mr. Raymond J. Barber, Jr., makes a case for the elimination of cents 
in accounting in this article entitled “Does Your Accounting Make Cents?” 
published in the September 1, 1947, issue of the N.A.C.A. Bulletin. He 
discusses ways and means of eliminating the cents in the various areas of 
accounting. 

I do believe we accountants have not attached sufficient relative im- 
portance to magnitudes in the figure we are dealing with. We would be 
inclined to spend just as much time finding a 79 cent error as a $7,900 error. 
Oh, yes, we do have that possibility of compensating errors, but is it practical 
to spend $100 in time looking for a 79 cent error? Would you do it if it 
were your money being spent? You would weigh the relative importance 
of the error against the possible cost of finding it, and govern yourself 


accordingly. ‘ 
ACCOUNTING EDUCATION 


The products of our business educational system have long been criti- 
cized for their lack of a realistic understanding of the techniques and 
problems of business and industry. The junior industrial accountant is 
a notable example. How can the junior accountant show such a realistic 
understanding of the technique and problems in industry unless he has 
had the opportunity of close contact with such technique and problems. 
He must either get such experience on his first jobs or obtain some of it at 
least through the educational system. As business and industrial problems 
become more and more complex we have been expected more and more from 
our junior accountants. - If they do not respond to our demands, there is a 
fundamental weakness in our system. 

The lack of sufficient qualified accountants at this time has created 


an acute demand for juniors who are more realistically educated. Mr. 


George W. Lafferty, Associate Professor of Accounting, University of Ala- 
bama, in an article published in the N.A.C.A. Bulletin of January 1, 1948, 
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presents a strong case for better education in practical spheres of indus- 
trial accounting. 

Both the teacher and the student must move closer to the actual arena 
of activity they are teaching and learning about, respectively. To do so 
requires a programme of co-operation between the schools and industry. To 
overcome this defect in our educational system, business and industry must 
co-operate in providing opportunities for both teachers and students to 
obtain personal contact with the techniques and problems confronting the 
practicing accountant. 

Business and industry can assist the teacher and the student in obtaining 
this practical experience and thus inject realism into the study of accounting 
by the following methods: 

1. Providing part-time employment for accounting teachers. 

2. Having their senior accounting personnel give lectures to stu- 
dent groups on the application of accounting to specific 
problems. 

3. Having their accountants take part in student discussion 
meetings. 


4. Organizing plant visitations for both teachers and students. 


The Society of Industrial and Cost Accountants of Ontario and its 
sister societies in the other provinces of Canada through its local chapters 
are unique in that they combine university courses with practical contact 
through their local chapters, leading to a recognized accounting degree, 
the R.I.A. In the first place the student groups of each chapter have at 
their disposal the senior members for participation in discussion meetings, 
giving of lectures on practical accounting problems and arranging plant 
visitations, particularly for students. When this type of programme is com- 
bined with the university courses these students are taking, the results will 
be better trained junior accountants to fill senior positions and accept re- 
sponsibilities with greater assurance of success. 

This society can also go a step further and co-operate with the teachers 
and students in our day-schools in a similar manner. This contact will ac- 
quaint the students of these schools with the work of our Society, and thus 
provide a source of future members of the highest calibre. 

I am convinced that we have only scratched the surface in respect to 
the practical side of the accounting education of our students. Much more 
can be done on the four-point programme referred to previously, and our 


Society has the organization to do it. 


CONCLUSION 


Accounting practice and technique have developed a great deal in 
recent years. Our brief glimpse of some of the problems facing accountants 
to-day, which are still the subject of much controversial deliberation, clearly 
show that the future holds still much change in our methods. 

I will pass on a word of advice once given to me ‘“‘Let us make haste 


slowly.” 
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« STUDENT SECTION » 





COST ACCOUNTING 
Comments by A. V. HARRIS, C.A. 


PROBLEM 


The Nonsuch Company Limited manufactures a product known as XX 
based on a monthly production of 350 units in 7,700 hours of operation 
The standard factory expenses based on the company’s budget is $5,390. 

The following is a summary of the standard unit cost of product XX 


DEATELIAIS——30 PISCE A a2 oss sn dass antic cvneeestecteceenscvenre $ 18.00 
DAGtERIAIS=—-20 PIOCES—B os abscciechotiinnacsaroars LOO 

—$ 28.00 
PROOMS OD NROUER : recccd oasis czasnsscccecojesrteivendeatinitinees 13.20 
Factory €xpense—22 “ROULS) ~2i...ciccissscisecacesedsssessesaaseaccdinss 15.40 


$ 56.60 


The following is a summary of the transactions for the month of 
November 1942: ; 


Purchase Requisitioned out 
Materials Purchased Value of stores 
Ps Sinker cs tals 12,000 pieces $8,400 10,800 pieces 
ee okt eS 8,200 pieces 3,280 6,600 pieces 
Labour as per payrolls: 
I ones ici endo cal .. 7,600 hours $4,940 
MIEOEE cassis ccrvccrcecscateverecicn 600 hours 312 
REREAD DN RMR MIR IIS 2 ins css Soi va cay avin tasks adaisgail ices paas zx ceibo tas FEI Se eTee NSE $4,885 


Production for the month of November was 325 units of XX. 

There was no work in process or raw materials inventory as at 31st 
October 1942, but work in process at 30th November 1942, was as follows 
24 units of XX in the following state 

Material one-half supplied 

Labour one-quarter applied 

Selling and administrative expenses for the month amounted to $2,500. 

Sales—300 units of XX at $70—$21,000 
Required: Journal entries to set up necessary routine entries and all varia- 
tion accounts which might be applied to the manufacture of product XX. 
Give full explanations. Variance entries are made after Work in Process 
entries. Work in process accounts are charged at actual costs and credited 
at standard costs. 


SOLUTION TO PROBLEM 


Journal Entries at 30th November 1942 
Materials A—$8,400.00 B-—$3,280.00 = .. $11,680.00 
To Accounts payable musdsnanaduts ‘ i $11,680.00 
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To record materials purchased during November 

FactOry: CZpeRSE 1M) PLOCESS ..c.cs.cccciscsecsscsedsesaventsiciesersseses 4885.00 
‘To-Aecounts: payable: sicsciscsesccssscideess 53 

To record factory services purchased during 

November 

Materials in process ............ pit ; ...- $10,200.00 
To Materials Re ees ” 

To record actual cost of materials used during 

the month as per requisitions :— 


10,800 pieces of A @ .70 ............ bye $ 7,560.00 
6,600 pieces of B @ .40 oo... eeecee 2,640.00 


$10,200.00 


Labour in process .......... sivsencecve,  MSAOOO 

Factory expense in process ..........ceeee , anaakencenite 312.00 
To Accrued payroll .................0000 SEAN CEE taraee 

Direct: 7,600 hours: G) 69) .scscsiccssscccevesieess $ 4,940.00 





600 hours @ .52 312.00 


$5,252.00 





To record actual amounts as per labour payroll 
summaries 
Finished goods ............00004. sted exteevsiaesecvunead sovtgesecaveekee ee 
To Materials in process ...... Sens ere ener 
Labour in process 
Factory expense in process 


To record standard cost of product “X" com 
pleted during the month (325 units) as follows 








Element Per unit Amount 
Material ......... Soptestah doaseradaecs $28.00 $9,100.00 
BAO = Scscsccssioeiiesesks toes 13.20 4,290.00 
BactOSy \CXHENSE- .c.222.scrciees: 15.40 5,005.00 
°C (| MARene renee a reser fee $56.60 $18,395.00 
MOstinke BOOdSHSO lad aciitr, A ccitseiiA chaste sion eee $16,980.00 


NOs Hinisahediz eG Sees sxc tasccacvicccteet execs carcoemeancce 


To record the standard cost of goods sold during 

the month (300 x $56.60) 

Accounts receivable ........ccccccccccsescsesees Bee ts Fes . 21,000.00 
Beh O ic et teres scitsngieecsesik tess eon 


To record sales for the month of November 

(300 x $70.00) 

Selling and Administrative expenses. .. sicsssticss “250000 
To Accounts payable ............... 
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4,885.00 


$10,200.00 


5,252 00 


9,100.00 
4,290.00 
5,005.00 


$16,980.00 


21,000 00 


2,500.00 
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To set up sundry selling and administration 

expenses. 

Variation from standard quantity 
To Materials in process .......... 


To set up net cost of materials wasted at 
standard 
Particulars A B 
Actual pieces as per 
requisitions 10,800 6,600 
Standard pieces: 
337 x 30 
337 x 20 eave . 6,740 
Pieces saved ($.50) . 140 - 
Pieces wasted ($.60) 690 


10,110 


$70.00 
414.00 


$344.00 


Net cost of waste at standard 


Variation from standard material price 





To Materials in process 


To record variation from standard price as set 
for materials used. 


No. of Actual Standard 
Part Pieces Price Price Amount 
A 10,800 $.70 $7,560.00 
10,800 $.60 6,480.00 
B 6,600 $.40 2,640.00 
6,600 $.50 3,300.00 


Loss based on standard 


Variation from standard labout 
(quantity performance) 
To labour in process .. 


To record variation from standard labour cost 
due to time factor 


Actual hours per payroll .. seceatoes 7,600 
Standard hours—based on completed 

mventory wnits (331:%.22)) .......:056.0.5.-. 7,282 

318 

318 

Standard labour rate ; 60 

$190.80 


Variation from standard labour rates . 


TO: Labour ih Process: <.:..05..<cosc0s050. 


344.00 


420.00 


$1,080.00 


660.00 Cr 


$420.00 


190.80 


$380.00 


344.00 


420.00 


190.80 


$380.00 
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To record variation trom standard due to rate 





tactor. 
Actual Actual Standard 
Hours Rate Rate Amount 
7,600 $.65 $4,940.00 
7,600 $.60 4,560.00 
$380.00 


PactOty GU POnse 16 PEOCESS 5505525 secsscesscscccscssessccarsarests 
To Variation from standard factory expense 
RNP eN eco. wa car Senerad cag tel otectusscreenr ouverte 
To record saving in actual factory expense over 
budget for November 
Paved Oe asics csesetiaernayi cesta vcnarnsa ved aeeins 
Actual factory expense 


.-++9 5390.00 
5,197.00 


$ 193.00 


Manufacturing Expense Capacity Variance 

To Factory expense in process 
To record factory expense cost of idle time for 
November 


Budget standard hours ...... ; 7,700 
Actual hours per payroll .........0....... .. 7,600 
Idle time ash. cheleatanerdatistbeasaenseesias sate 100 
Standatd rate per HOWL c...csseccsessccssscsrstvense 70 

$ 70.00 


Manufacturing Expense Efficiency variance 





To Factory expense in process 
Excess of actual over standard hours for month's 
PLOGUCHODY (2 ocscesctsiscsioasinccdieoncadin 318 
Factory expense rate per hour ............... .70 


$ 222.60 


COMMENTS 


193.00 


10.00 


i) 
Ne 
tN 


.60 


193.00 


10.00 


This type of standard cost problem has been reviewed in the ‘Student 
Section” on several occasions, and the pattern is quite uniform—develop- 
ment of journal entries and the variances as reported in the October 1946 
issue. It has been agreed by a group of instructors that the maximum of 
seven variances should be discussed. It is possible to develop these in 
this problem. The descriptive names of the variances are subject to modi- 
fication and for practical purposes the names used above would almost 


certainly be condensed. 
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